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INTRODUCTION 


In tne wake of introducing a-number. of reforms such as the 
Land Reforms, the Labour Reforms, the Education Reforms, the 
Banking Reforms etc., the Government.of Pakistan has also an- 
nounced recently its Foreiga Exchange Reforms. Thése reforms 
comprise of a number of steps. Firstly, the rupee has_been deva- 
lued- by about 56.7°/, and the new rate has bean fixed at Rs 1.00 
to-one dollar. Secondly the Export ‘Bonus Scheme has .beedt 
abolished after that it had been operative for the last -12 years 
or so. Thirdly the bank rate has been raised from 5°/, to 
6°/, per annum, Fourthly ‘‘Free List’’ of importables has been 
made all-comprehensive so as to include some 327 items, 
These are the salient features of the newly chalked out 
Foreign Exchange Reforms. 

Chapter (I) of this paper explains the general features 
of the Export Bonus Scheme, its ‘modus operandi and’ its over-all 
impact on the economy of Pakistan. This part was actually 
written about a year back and at the end of the paper a sugges 
tionwas made to the government to abolish this scheme as it 
was responsible for creating serious distortions in the economic 
structure of Pakistan. Now that this scheme has actually been 
thrown overboard, I think, my position has been vindicated. 


Chapter (II) of this paper examines the various polemics, 
problems and prospects of the newly hatched devaluation of 
the Pakistani Rupee. Whereas an attempt is made to touch 
upon the different aspects of the devaluation policy, this 
paper is written primarily to express the prevalent scepticism 
about the efficacy of the new policy to help us achieve 
the diametrically opposed objectives of internal balance 


(i) 
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(ii) 
and external balance (i.e. balance 
of payment equilibrium). The realization of these ends 
requires fundamental changes in the socio-economic fabric 
of the country and that in turn calls for major political 


decisions. 


(i.e. economic development) 


It must be confessed, however, that as this paper was 
written at an extremely short notice, it must be having the 
due share of mistakes, errors and omissions. Any suggestions, 
therefore, to improve this paper would be gratefully acknow- 
ledged. Ido hope at the same time that this paper will be 
found useful by the cross-section of the society—the students 
(particularly interested in Economics, Sociology, Business 
Education, Public Administration etc.), the teachers, the 
executives, the common readers and all those who have to bear 
the brunt of devaluation. 
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CHAPTER I! 


EXPORT BONUS SCHEME : 
AN ANALYSIS OF OBJECTIVES, FEATURES & IMPACT 


The Export Bonus Scheme (hereafter referred to as E.B.S, 
for brevity’s sake) was introduced by the Pakistan Government 
from the Ist January, 1959 on the advice of Dr. Wilhalm Vocke, 
a noted German economist. This paper studies th ¢ diversified 
aspects of E.B.S. in relation to the economy of Pakistan, 
such as : 

(a) The factors which were detrimental to the export 
potentialities of Pakistan prior to the introduction of 
the scheme. 

(6) The major objectives of the E.B.S. fixed in the light 
of (a). 

(c) the mechanism and the operation of the scheme. 

(d) The favourable effects of E.B.S. on the economy of 
Pakistan. 


(e) The unfavourable effects of the scheme. 
(/) The conclusion and the afterthought. 
Initial Hindrances to Export Potentialities of Pakistan 


The export potentialities of Pakistan’s economy were 
limited from the very outset because of the following factors :— 


(i) The export products of Pakistan were little known in 
the international markets and government ha¢ so far taken 
few specific measures in order to introduce the Pakistani ex- 
portables. 


Scanned by CamScanner 


(i?) The exporters in Pakistan lacked experience and there- 
fore were generally shy in putting their products in foreign 
markets, Moreover the ruthless competition in the foreign 
markets always serves as a discouraging factor to the new 
entrants of the export markets. 

(iii) The producers-cum-exporters found it convenient and 
lucrative to divert their products away from the foreign 
markets towards the domestic market which was expanding and 
thus attracted most of the.indigenous. production for domestic 
use, This left a small exportable surplus. os 

(iv) Pakistan being an agricultural country exported agri- 
cultural commodities mainly and the over emphasis on the 
exports of raw material was responsible for the deterioration 
in‘terms of trade. This brought us lesser and lesser foreign 
exchange. | - gs 

The impact of these unfavourable factors, was reduction in 
the exports of Pakistan and therefore a reduction in the foreign 
exchange earnings of Pakistan. The following table clearly 
reveals a persistent decline in the export earnings of Pakistan 
over the period 1935—59. 


Year Export earnings 
1955-56. Rs. 178.37 crores 
9956-87 <8: He the. ‘Rs, . 160.76. crores . 
1957-58 Rs. 142.17 crores 
1958-59 : ~ Rs, 132.53 crores 


Introduction of the Scheme 

‘It was in the background of such dismal conditions of 
foreign exchange earnings that the Export Bonus Scheme was 
introduced by the Martial Law Regime. This scheme was 
originally introduced on an experimental basis for one 
year, but later on it was extended to the end of Second Five 
Year Plan and then uptothe end of. Third Five-Year Plan. 
The scheme however, is not being continued during the Fourth 
Five-Year Plan as such, 
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The Objectives of the E.B.S. 


(1) The primary objective of introducing this scheme was 
the expansion in exports and thus an increase in the foreign 
exchange earnings of the country. The E.B.S. was thus 
essentially an export boosting measure, 

_ (2) It was also aimed that the E.B.S. will help in the diver- 
sification of exports. The country was exporting mainly the 
agricultural raw products and it was very much desirable that 
our exports of manufacturing goods and semi-manufactured 
goods should increase significantly. Hence the introduction 
of E.B.S. 

(3) Another objective of the scheme was to ensure. . smooth 
and sufficient imports of industrial raw materials and other 
industrial requirements. 

(4) Lastly, as some of the essential consumer goods were 
in short supply, the E.B.S. would help to increase the supply 
of such goods through imports. : 
The Features and Operation of the Scheme 


The various features of the E.B.S. which explain the 
mechanism or ‘modus operandi’ of the scheme can be summa- 
rized as following: 

(1) The scheme covers all exportable commodities and 
manufactured goods of Pakistan with the notable exceptions of 
(i) Raw Jute, (ii) Raw cotton, (iii) Raw wool, (iv) Raw_ hides. 
and skins, (v) Tea, (vi) Rice. Exporters of goods included in 
the scheme (called Bonus items) are entitled to Bonus Vouchers 
i.e. they are entitled to purchase foreign exchange of value 
equivalent to: 


(a) 40%, of F.O.B. value earned by the exports of all 
manufactured goods except cotton and jute manu- 
factures. 


(6) 20% of F.O.B. value earned by the export of all other 
items including cotton and jute manufactures. 


(c) 20% of net foreign exchange earned by aircraft repairs, 


3. 
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q and other shipping 


salvage operations, ship. repair 
tions over the Bonus 


services. There have been varia 
rates admissible over the items of exports. By the 
beginning of 1964 the number of bonus rates permissi- 
ble under the scheme had risen to six viz. 10, 15, 20, 
30, 35 and 40. While this multiplicity of rates on the 
one hand made the scheme cumbersome on the other 
d it led to a rush of applications for increase tn 
the rates ordinarily allowed. Tie government, there- 
fore, decidcd to end this multiplicity and with effect 
from the 12th June 1964 retained only two tates 
for manufactured goods and 20% for 


han 


namely 30% 
all other goods. 

Another revision of the Bonus Rates took place after the 
devaluation of Pound Sterling on 22nd November, 1967. Accor- 
ding to. the new policy the rates were raised from 30% to 40% for 
manufactured goods and from 20% to 30% for all other items. 
In July 1970, however another revision took place and the 
rates were further raised: to.45%for manufactured goods and to, 
35% for the rest. Slight changes over these rates, however, 
have been taking place even after July, 1970. 


(2) Bonus is not normally admissible on, exports made 
against barter deals, rupee. paymeats. accounts. and, border 
trade.and other arrangements which do not bring in foreign 


exchange. 

(3) The most important feature of E.B.S. lies essentially in 
the transferability of the Bonus Vouchers and its validity for im- 
ports of a wide range of consumer goods as well as industrial 
requirements. The Bonus Vouchers acquired by an exporter 
can be put to any of the two uses i.e. (a), it can be used for 
importing a variety of goods or (5) it can be sold in the free | 
market through the stock exchange. The Bonus Voucher is | 
highly prized and usually earns a premium when soldin the 
market. Thus an exporter can earn a profit because of the 
possible premium which raises the price. (Messrs H.I, Bruton 


— 
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and Bose have shown the working of the E.B.S. in the follow. 
ing way: 


Let Pf=price in rupees paid by the foreign importers. 
V= % of Pf earned as a voucher (currently V ranges 


from 35% to 45% evcn though originally it varied 
from 20% to 40%). 


Z=Premium expressed as a % of the amount of foreign 
exchange that the voucherentitles oneto purchase, 
Pf =Price received by the exporter : 
Then Pf=Pf+V.z. Pf 
=Pf (1+ V.z.) 
| This equation indicates that given Pf and V, the final price 
received by the exporters and the final profits depend upon 


variable ‘z’or the rate of premium. This premium is the main 
incentive to manufacturers and exporters. The premium at 


* which the Bonus Vouchers are sold in the free market enables 


them to underquote in the market and thereby strengthen their 
position vis-a-vis exporters of other countries. 


(4) The Export Bonus Scheme prorks as a sort of. devala- 
ation of Pakistani Rupee. It is clear from the operations of the 
scheme that the availability of the Bonus to exporters helps 
them in lowering the rupee export prices and to the extent that 
lowering of export price is actually affected, the rupee is 
depreciated by various degrees in the sphere of exports of 
Bonus items. Similarly in the field of sales and purchases of 
Bonus Vouchers, the rupee is depreciated depending on the 
rate of premium, implying, therefore, the existence of multiple 


exchange rates of the rupee. 
The Appraisal 
The export bonus scheme seems to have made positive 


contributions to strenghen the economy of Pakistan, but it has 
not been a case of unmixed blessing, for the scheme had visible 
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adverse effects as well upon the national economy. For the 
sake of comparison we shall first count the favourable effects 


of the scheme as such. 
Benefits of the Export Bonus Scheme 

The usefulness of the scheme has stemmed from the fact 
- that the bonus vouchers have been made freely transferable as 
had been noted earlier. This has helped in relieving industry in 
Pakistan of the need of depending entirely on Government for 
fts needs. Under the scheme, the industries in general can, 
retain a portion of their earnings in order to supplement the 
rormal licencing for their raw materials, machinery and spares | 
etc. Since no exact calculation can be made as to whether. 
the foreign exchange made available to industry under the 
normal licencing procedures supplemented by that released 
against bonus vouchers, is sufficient or surplus to the require- 
ments of a unit, the transferability of the vouchers enables the 
industrial unit to pass on these vouchers which are not needed 
by it to other needy people. In this way the scheme operates 
to adjust the supply of foreign exchange to the industrial 


demand for the foreign exchange. 


Boost to Export Earnings 

Furthermore the transferability of vouchers serves as a 
positive incentive to export inasmuch as exporters or the holders 
of bonus vouchers enjoy the freedom to import goods which 
are in short supply or would not otherwise be available. The 
the E.B.S. however lics in boosting the total 
especially the export earnings of 
e bonus is admissible. The 


major success of 
export earnings of Pakistan 
those export items on which th 
following table indicates the impact of E.B.S. on the export 
earnings of Pakistan—clearly showing an upward secular trend. 
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EXPORT EARNINGS ON THE BONUS SCHEME 


(Rs. in crores) 


Year Totalexports Exports of Percentage of Bonus 
bonus items _items to total exports 








——— 





1957-58 160.34 32.00 20.0 
1958-59 141.69 21.34 15.0 
1959-60 152.73 56.57 36.6 
1960-61 107.32 67.76 36.7 
1961-62 183.35 72.01 39.1 
1962-63 224.72 106.73 47.4 
1963-64 229.91 108.76 47.3 
1964-65 240.80 117.00 48.6 
1965-66 271.85 147.40 54.2... 
1966-67 301.07 160,00 53.0 
1967-68 327,95 196.02 59.8 
1868-69 321.25 251.58 78.3 
1969-70 330.04 269.90 81.8 





The table gives the figures of export earnings for the 
years 1957-58 and 1958-59 and thus helps in the comparison 
with export earnings of the subsequent period. During the 
two years prior to the introduction of the E.B.S. percentage of 
bonus items (those goods which were later on included in the 
Bonus list) ranged between 15°/, to 20°/,. But in the year 
1959-60 when the E.B.S. was introduced this percentage went 
up as high as 36.6 and it continued to rise upward till the year 
1969-70 when it was the highest at 81.8. The defenders of the 
E.B.S. have always pointed out the success of the scheme 
in increasing the export earnings and thus boosting the 
foreign exchange reserves of Pakistan. 

Smooth Inflow of Necessary Industrial Requirements 

Whereas the E.B.S, has served the purpose of increasing 
export earnings significantly, it has at the same time 
ensured a smooth inflow of necessary and indispenable 


goods. The Bonus entitlement under the scheme has been 
7: 
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used for the import of 219 (later on raised to 318) items, which 
include machinery and equipment, industrial raw materials and 
a number of consumer goods essentially needed in the country. 
The following table shows the rising trend in the imports 
through the Bonus Scheme : 

Table :—Imports through the Bonus Scheme (in crorgs. Rs.) 


Years Value of Imports 

1959.60: Rs. 9.60. 

1960-61 | = Rs, 13.80 

1961-62 =" Ra 152° 

1962-63 -. eeRiGieen “tee 
1963.64. “a teRs. 20.3025. "2 9 eb-25h. 
1964-65°_ ig, 26.4085 82 EFF 
1965-66 Rs. 27.40 

1966-67 Rs, 43.15 

1967-68 | | Rs. 59.41 

1968-69 Rs; 76.10 

1969-70 Rs: 92.08 





a A )l)U\L) 

Thus we find that the E.B.S. had favourable effects both 

on the export: side and the import side i.e. the scheme helped in 

earning precious foreign exchange and also helped in increasing 

the industrial production by ensuring sufficient inflow of foreign. 
machinery and other industrial requirements. 


Unfavourable Effects of the Scheme a 

The E.B.S. has had a number of unfavourable effects on 
the economy of Pakistan so the critics claim : 

Firstly the introduction of the scheme has brought about 
perceptible inflationary pressure in the economy. Fis: 
inflationary pressure has been built because of the availability 
of the Bonus and its ready traasferability through the stock 
exchange. The Bonus thus serves as asubsidy which the govern- 
ment has to pay fromits own treasury and: thus leads: to 
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Monetary expansion. By selling the bonus vouchers in the free 
market the exporters (or the Bonus Holders) can earn premium 
and the rate of premium indicates the extent of the inflationary 
pressure which is further strengthened because of the sales of 
the bonus vouchers. 


Secondly the E.B.S. is believed to have caused economic 
distortions through misallocation of resources. The ex- 
porters in Pakistan are able to compete in the world markets 
not because that they are able to produce their goods at lower 
Costs, rather their sales in the world market are heavily 
subsidized through the availability of the Bonus Vouchers. 
Thus the producers have made no attempt to reduce the costs 
of production for the simple reason that the E.B.S. helps them 
in earning “‘windfall gains through the Bonuses and: the 
premiums’’. From the point of view of the national economy, 
however, the high cost production in the country reflects the 
misallocation of resource and sheer wastage of important 
factors of production. oe 


Thirdly the E.B.S. has provided. artificial crutches to the 
producers and exporters. The undue shelter and protection is 
responsible for gross inefficiency. The significant feature of 
the scheme is that it was supposed to be a short term measure, 
but the governments followed most uneconomic policy by 
extending the scheme over the Second, and Third Five 
year plans. The producer-cum-exporters have been so much 
used to it that were the scheme abolished, it is feared that 
exports of Pakistan would slump altogether. | 


Fourthly the E.B.S. is also blamed for the reason that 
it had opened the doors for. the import of those consumer 
goods which were either luxury goods or which were not 
indispensable from the point of view of industrial production. 
The Bonus Vouchers are bought and they are used for import- 
ing precious cars and other items of prestigeous significance; 
Conclusion 


Prima facie the B.B,S, seems to have been sn exiremely 
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useful, device but inwardly the economic costs on account of the 
scheme have been heavy. The scheme was essentially meant 
to provide incentives to the producers and exporters. Some 
such incentives are of course necessary initially, but they tend 
to become self-perpetuating. Industries become accustomed 
to artificial props and supports and do not exert themselves 
enough to face world competition on their own, The cost of 
the incentives is heavy. The export bonus scheme has enabled 
the country to augment its foreign exchange by about 36°/, but 
each unit of foreign exchange earned has meant several units 
in domestic cost. Cotton textiles, tanned leather and sugar, 
to take three examples, cost Rs. 31, Rs. 12 and Rs. 23 
respectively to earn one U.S. dollar. So there is need for some 
special effort to gradually wean our breast-fed industries and 
secondly the selection of the export-oriented industries must 
take into consideration their comparative costs. 


In a nutshell we can say that the E.B.S. has outlived its 
utility and its discontinuity deserves serious consideration on 


the part of the government. 


The afterthought 

The above lines were written more than a year ago. Now 
that the E.B.S. has been asolished as was suggested in the end 
of the above discussion, I don’t claim to have suffered from 
any prophetic vision. This particular conclusion in fact reflect- 
ed the general consensus among the economists about the 
abuses and harmful effects of the E.B.S. The problem for a 
planner or an economist, I feel, is not to hold an autopsy on 
the adopted child that has died, but to give some precise guide 
lines for achieving the successful implementation of any policy 
which is newly introduced. It is imperative for him to 
explain the possible hurdles and obstacles that might prop 
up in the process of implementing the policy. It is in the 
context of this objective that we now turn to the problems of 
the recently introduced devaluation of the Pakistani rupee, 
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CHAPTER II 
DEVALUATION OF PAKISTANI RUPEE 


Historical Perspective ; 

On May 11, 1972 the Finance Minister announced the 
historic decision of devaluing the rupee and fixing the new 
parity at Rs. 11 to one dollar. Since Independence in 1947 
the rupee has been devalued for the second time. The first 
devaluation took place on 31st July, 1955 when the Govern- 
ment of Pakistan devalued is currency to. the extent of 
30.5 °/, thus bringing down the value of Pakistani Rupee from 
0:26860 grams of fine gold to 0.186621 grams and in terms of 
U.S. dollar from 30.225 cents to 21.00 cents. Before the deva- 
luation of 1955 the par value of Pakistani currency was 3. 30852 
rupees a dollar which was refixed after devaluation at 4.762 
rupees a dollar, The devaluations of rupee in 1955 and in 1972 
had been triggered off by different factors. The devaluation of 
1955 was long over-due since 1949 (18th September,) when 
Britain devalued the sterling by 30.5 °/, reducing the price of a 
Pound (£) from $ 4.03 to $ 2.80. The devaluation of Sterling 
in 1949 induced a large number of countries, particularly the 
Commonwealth countries, to depreciate their currencies and 
it was in response to Sterling devaluation that the Indian 
Government announced the devaluation of its rupee in the 
same proportion as the Sterling. The conspicuous exception 
to the devaluation phenomenon of 1949 was that of Pakistan 
which stuck to its pre-devaluation rate. Probably the Govern- 
ment of Pakistan had a strong faith in the stability and compe-. 
titiveness of the Pakistan rupee. But this situation could not 
sustain itself long and in 1955 the rupee had to be devalued. 
In brief we can say that Pakistan for the period 1947-72 has 
carried on its international transactions under three different. 
exchange rates such as : 


Period Foreign Exchange Rate 
1947—1955 Rs. 3.0852 : $1 
1955—1972 Rs. 4.7620 : $ 1 
1972—onwards Rs. 11.000 : $1 

The fixation of the new rate of exchange also changed the parity 


il 
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of rupee visa-vis- other currencies. Under the new rates while 
the U.S. Dollar became costlier from Rs. 4.762 to Rs. 11, the 
Pound Sterling is marked up from about Rs. 12.00 to Rs. 28. 
Similarly in the pre-devaluation period, 100 Pak rupees could 
be transacted with 157 Indian Rupees, but now they would fetch 
us only Rs. 66 of India. The devaluation of rupee is thus a 
drastic one. 


The Common Fallacy About Devaluation : 


There is a common fallacy that by refixing the exchange 
fate at Rs. 11: $1 from Rs. 4.762:$1 the Government of 
Pakistan has devalued the rupee by 130% to 140%. In fact 
this is the extent to which the dollar has been overvalued 
vis-a-vis the rupee which in real terms has been devalued to 
the extent of 56.7%. This can be appreciated when we find that 
the pre- devaluation value of one Rupee was 21 American cents, 
($ 1=100 cents) which was reduced to 9 cents with devaluation 
—the percentage fallin the value of rupee (or devaluation in 
term of dollar) being equal to 56.7% (= 7 x 100 ) In 
the common man’s parlace, however, the overvaluation of 
dollar is regarded as synonymous with and equal to the 
devaluation of rupee which technically speaking is incorrect. 
The substance of the argument is that when the value of 
commodity (a) in terms, of another commodity (b) rises by a 
certain perceatage, the value of (b) in terms of (a) does not fall 
necessarily by the same percentage. It is on the basis of this 
logic that we say that while the dollar has been over-valued 
to the extent of 131 °/, in terms of rupee the rupee has not 
been devalued to the same extent. The formulae to measure 
precisely the extent of devaluation of rupee and over-valuation 
of dollar has been devised by the author as following : 


gd gee Ri —Rg 
D,= R, x 100 

— Ri-Ro 
ea x 100 


Where D, is the °/, Devaluation of rupee 
12 
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Oy is the °/, Over valuation of dollar 

R, is the number of rupees/dollar after devalution 

Ro is the number of rupees/dollar before devaluation 
If we apply the above formulae to the new situation, then it is 
easy to confirm that the devaluation of rupee has been to the 


extent of 56.7 °/, and the over-valuation of doller to the extent 
of 131 °/,. 


Polemics of Devaluation : 


Polemics of devaluation in any country are not only fasci- 
nating but provoking at the same time. In case of Pakistan, 
they are just intriguing. A couple of days before the devaluation 
was actually announced, we were told that the exports of Pakis- 
tan in the last nine months were as high as Rs, 230 crores and 
that Pakistani rupee was outbidding the Indian rupee in the 
international exchange market of Hongkong. There were also 
assurances from the top circles that rupee would not be 
devalued. But then suddenly we got the jolt and shock 
of devaluation: ‘‘The Rupee is Devalued—The Bonus 
Voucher Scheme Goes—New Parity Rate Rs. 11 to 1$.!"" Indeed 
It will take some time before the nation can fully absorb the 
shock of devaluation. For the moment, however, the devalu- 
ation has become the real controversal issue. While settling 
the controversy we have to deal with questions such as; 
(a) What factors were responsible for forcing the devaluation 
upon us ? (b) What are the pre-conditions for a successfuldeva- 
luation policy ? and (c) Whether those pre-conditions exist 
In the present day socio-economic milieu of Pakistan or not? 
We shall be taking up these questions in this very order. 

Why Devaluation ? 

Devaluation is one of the available methods which can be 
applied to rectify the structural deficit in the Balance of 
Payment (B. O. P.) ofacountry. The structural deficit or 
disequilibrium in B. O. P: of a country takes place when the 
gap between the demand for foreign exchange reflected in the 
level of imports and the supply of foreign exchange earned 

through the exports of goods and services assumes gigantic 
a ee en 





1. The Headline of the Pakistan Times ; 12th May, 1972. “ 


Scanned by CamScanner 


proportions. The Balance of Trade (B. O. T) and B. O. P. 
situations of Pakistan have been deteriorating sharply over 
the last ten years or so. The movements in the B. O. T. 
primarily determine the movements in the Balance of Pay- 
ments. The Balance of Trade of Pakistan has been adverse 
throughout the period 1947-71 except for the years 1948.49, ,; 
1950-51 and 1952-53 only, probably due to the Korean Boom of 
fifties. The situation had worsened since 1964-65 when the 
deficit in the Balance of Trade was the highest. The adverse 
movements in the B.O.T. are reflected in the following table : 


— 


TABLE 


Balance of Trade of Pakistan 


(in crore Rs.) 





% % 

Year Exports | Change Change | Balance 
(July- including| over Imports over of 
June) | reexports | previous previous Trade 


a —— fC | 


1959-60 | 184.27 | (+) 39.04] 246.10 | (+) 55.9 (—) 61.83 


1964-65 | 240.77 |(+) 4.72] 537.42 | + 21.3 (-)296.65 


1968-69 | 330.54 |(-) 1.28] 489.66 | + 5.2 |(—)159.12 
‘969-70 | 333.71 |(+) 0.95] 509.81 | +> 4.1 |(-)176.10 


1969-70} 214.97 | — 306.78 — (=) 94.85 


(July Feb.) | 
1970-71 237.60 | (+) 11.05 
(July Feb.) : 


384.17 |(+) 25.25 |(—)155.93 


Pakistan Economic Survey, 1970-71, 





Source : 


As a result of substantial deficit in the balance of trade, 
the balance of payment of Pakistan also showed large deficits. 
The following table reflects the deficit for the years 1968-69, 


1969-70 and July- December 1970. 
14 
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Balance of Payments of Pakistan (in crore Rs.) 
ee 


; July-Dec. | July-Dec. 











Goods and Services | —256.50 | —107.58 | —126.64 | —211.66 





Transfer Payments | +103.10 | + 77.53 | + 40.49 | + 20.63 
| 
Capital Transactions} +198.05 | +19042 | + 81.64 | +119.41 


Monetary move- — 30.13 | — 1.08 | + 6.58 | + 49.88 
_ ments of which— P 


(i) Gold Sterling & — 55.82 | + 5.47 | — 5.96 | + 49.04 
Dollar Reserves 

(ii) Others + 25.69 | — 6.55 | + 12.54] + 0.84 

Balancing item — 14.12 | + 4.47 | — 2.08 | + 21.73 











Note :—(—) sign denotes financing ; (+) under monetary 
movements indicates decline. . i 

According to the Economic Survey 1970-71, during the 
year 1969-70, the deficit in the merchandise account increased to 
Rs. 185.61 crores from Rs. 145.17 crores in 1968-69. This de- 
terioration was the result of an increase of Rs. 42.40 crores in 
import payments partly offset by an improvement of only 
Rs. 1.94 crores in export receipts. The situation, however, 
continued to deteriorate during the first half of 1970-71 and 
thus the country had to suffer a chronic deficit in her balance 
of payments. Consequently the flow of our rupee in excessive 
proportions reduced its purchasing power, inviting the pressure 
from I.M.F. authorities on the Pakistani Government to devalue 


its currency. 
The I. M.-F. Pressure : 


Things are yet to crystallize, but certain indications are 
there that Pakistan Government was under strong pressure from 
the World Bank and the International Money Fund (I.M.F.) to 
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devalue the rupee and therefore the present Jarge devaluation 
has been on the behest of I. M. F. authorities. The I. M. P. 
authorities contended that the rupee was overvalued at the 
Official exchange rate of Rs. 4.7620 : $ 1 and did not reflect the 
: eal purchasing power, as the excessive supply of our currency 
in international markets had drastically reduced its value, 
Moreover our external and internal monetary system being 
an integral part of the western-oriented international economic 
and monetary system, the devaluation had become unavoid- 
able long ago: In November, 1967, U.K. and France de- 
valued their currencies by 14.3% and 11.21% respectively— 
this step being followed by a large number of countries. India 
also devalued its rupee and refixed the parity at Rs. 7.50: $ 1. 
This step helped India to boost its exports and ensure a smooth 
inflow of foreign assistance. The most appropriate time for 
Pakistan to devalue its currency was November, 1967 and at 
that time the extent of devaluation would have been smaller. 
But the delay took a heavy toll of our foreign exchange earne 
ings as our products became less competitive vis-a-vis Indian 
products. Ultimately, however, we had to devalue our currency f 
but the timing and the extent of devaluation remaio the most 
baffling aspects of this ‘‘bold’’, but ‘“‘un pleasant” step. 


Multiplicity of Exchange Rates under E. B. S. 


One of the important factors leading to the devaluation of 
Rupee in 1972 was the operation of Export Bonus Scheme 
explianed earlier in this paper. There were various built-in 
features of E. B.S. which had a debilitating effect on the 
economy of Pakistan. The multiplicity of effective import and 
export exchange rates was one of those features. The effective 
or implicit import exchange rate is the rupee cost per dollar of 
imports that is actually incurred by an importer. The wide- 
spread of import exchange rates can be seen from the following 


table : 
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TABLE 


Effective Import Exchange Rates Accounting for the Cost 
of Bonus only 


eee 





_—_—— 
eine 





Bonus | Effective Effective 


Period Premium /|Exchange Rate sa Rate 


(Average) | (Cash-cum- le 
“Io Bonus items) | Bonus items 








Rs, 
July—Dec., 1969 185.08 9.16 13.57 
Jan.—June, 1970 175.08 8,94 13.12 
July—Dec., 1970 184.24 9.14 $3553 





Source :—Pakistan Economic Survey, 1970-71. 

The exchange rate on export varied according to the 
bonus allowed and the premium bonus vouchers get in the 
market. Exchange rate per dollar at 10°/, bonus was Rs. 5.68 
in February 1971, against Rs. 5.70 in December 1970 and 
Rs. 5.53 in July 1970. In February 1970, it was Rs. 5.61. On 
35°/, bonus items it was Rs. 7.96 per dollor in February 1971 
against Rs. 7.74 in February 1970, For 45°/, bonus items 
respective rates were 8.89 and 8.59, 

This multiplicity of exchange rates had affected a degree 
of implicit devaluation, but at the same time it had introduced 
the elements of risk, uncertainty and speculation in the foreign 
exchange transactions. In order to bring the diversified rates 
at a uniform level and to end the unpredictability in foreign 
exchange market, a degree of devaluation was an indispensable 
solution. A uniform exchange rate achieved through devalua- 
tion might, it can be agrued, save the country from other 
harmful impacts of E. B.S. such as the transfer of income 
from the agricultural sector to the manufacturing sector and flow 
of monetary assets to the few privileged people. The end of 


E,B.S. will also relieve the country of wastage and mis- 
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allocation of resources, which has been going on for the last 
13 years of E.B.S. life. The new policy of devaluation, in other 
words, would dismantle the old corrosive system embodied in 
E. B. S. which according to the Finance Minister ‘‘encouraged 
flight of capital through over invoicing of imports, under 
invoicing of exports, subsidised inefficient production units, 
tempted enterprenuers to use foreign machinery and raw 
material in preference to domestic ones and distorted invest- 
ment decisions by encouraging production of luxury goods and 
discouraging that of essential ones”’. 


The Price Trend 


The rising price trends within the country as compared to. 
price rise in rest of the world had made the Pakistani exports 
costlier and less competitive. In the period 1955-70, the prices 
in Pakistan had gone up by 65°/, whereas the world prices 
had gone up by 33.8°/, during the same period. The general 
index of wholesale prices for the period 1961-62 to 1970-71: 
shows a persistent upward trend. The price rise is attributable 
{o a stupendous in crease in moncy supply caused by deficit 
financing and non-development expenditures of the govern- 
ment. Money supply increased by Rs. 348 crores from 
Rs. 1918 crores in 1968-69 to Rs. 2258 crores in 1969-70. 
Furthermore the election compaigning of 1970 involved a lot 
of wasteful expenditure. It is reported that about Rs. 100 
crores were spent in the month of December. 


The combined impact of all these vast amounts of expen- 
diture was the accentuation of inflationary spiral, thus raising 
the prices of the Pakistan exports, and reducing the foreign 
demand and the foreign exchange earnings of the country. 
Hence the persistent deficit in our Balance of Payments and the 
inevitable resort to devaluation. | . 
The Old Orthodoxy and the Challenge of the Heretics 

The protagonists of the devaluation can bring forth a 
battery of other arguments besides those discussed above to 
prove that the new government policy. would be the’ most 
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effective and successful instrument to solve the problems of 
dwindling foreign exchange reserves and to ensure economic 
stability within the country. They will immediately resort to 
the old orthodoxy that devaluation cheapens the domestic 
products to the foreigners and makes the foreign products 
costlier to the indigenous importers—thus the exports expand 
and imports are reduced and the external balance i.e. the 
balance of payments equilibrium is automatically restored. 
In other words, the price mechanism will operate in such a 
way as torestore the equilibrium between the demand and 
supply of foreign exchange. The economy thus will be out of 
woods as foreign money will start flowing into the country and 
domestic money would stop flowing outwardly. 


Whatever the substance in the arguments advanced by the 
old orthodoxy, the heretics (and there is no scarcity of them 
in our country) would question the validity of those classical 
arguments, So far asI can see, these arguments are highly 
over-simplified and naive. The success of a devaluation 
policy hinges upon the presence of a number of pre-conditions 
which unfortunately seem to be non-existent in Pakistan when 
we look closely at the internal structure of present-day 
economy of Pakistan. The problem of devaluation can best be 
judged when we put it in juxtaposition with other economic 
variables of the country. The analysis that follows involves 
a discussion of such variables. 


The Elasticity Factor 

| The reference to the devalution in any country inevitably 
leads to the consideration of what the economists call the 
“elasticity factor.” The devaluation in a country can be 
effective in removing the deficitin the balance of payments 
only if the elesticities of demand for imports and the demand 
for exports of the devaluing country are sufficiently high.? 


—— 








1. The elasticity factor is embodied in the well-known Marshall- 
Lerner Condition according to which the devaluation can improve the balance 
of payment of country only if the sum of elasticity of demand for its exports 
and the elasticity of demand for its imports is more than one 
(preferably equal to four or five etc.). The Marshall-Lerner condition also 
eavisages an infinite elesticity of supply in the devaluing country. 
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The export items of Pakistan consist of primary products such 
as raw jute, raw cotton, hides and skin, raw wool, fish and fish 
Products, rice etc) and manufactures (such as jute goods 
cotton yarn, textiles, leather goods, art silk fabrics, sports 
goods etc.) The demand for the primary products is highly 
inelastic and we cannot expect any rise in the exports of our 
primary products. The demand for manufactures might go up 
but the rise cannot be spectacular considering the tough compe- 
tition from India, Japan, Hongkong and other manufactur- 
ing countries. Coming to the import side, let us examine the 
following table : 
TABLE 
Imports By Categories 


EE ee 







Consumer | Industrialraw| Capital 


Year Total : 
June-Jul 1 goods material goods 
ae) vee Value Share| Value Share | Value Share 
io % . jn % ip te 






1960-61 | 318.80 | 93.10 29.20 {104.30 32.72 |121.40 38.08 
1963-64 | 443.00 | 95.60 21.58 |139.00 31.38 |208.40 47.04 
1966-67 | 519.20 |118.50 22.82 |166.10 31.99 /234.60 45.19 
1968-69 | 489.66.| 79.44 16.22 |161.47 32,98 [248.75 50,80 
1969-70 | $08.81 | 83.10 16.30 |184.50 36.19 |242°20 47.15 
1970.71 | 314.17 | 67.07 17.46 |149.48 38.90 |167.62 43.63 


‘(July- 
February) 


Source :—Pakistan Economic Survey, 1968-69. 
Pakistan Economic Survey, 1970-71. 

It is clear from the above table that about 70°/, to 80°/, 
of our imports, consist of industrial raw material and capi- 
tal goods which are indispensable for our industrial growth. 
Their import is highly inelastic. Thus bringing together both: 
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the import and expdrt aspects, the devaluation does not seem 
to stand the “‘elasticity test’? and therefore we cannot expect it 
to achieve its primary objective i.e. the equilibrium in the 
Balance of Payment of the country. 


Furthermore the import policy announced bythe govern- 
ment does not sound realistic and in fact it contradicts the 
devaluation policy. Under the new policy some 330 items have 
Been put on the ‘‘free list’? and only a small number of items 
has been put on the ‘‘tied list’. The ‘‘free list’ consolidates 
into one category all items hitherto included in the previous free 
list, the licensable list, the cash-cum-bonus list, and the bonus 
list, with the exception of a few items. transferred tothe “‘tied 
list’. According to the government announcement this policy 
will be operative for a substantial period. Indeed the tenability 
of the official claim that we have laid the foundation of “a 
durable policy which is not altered every six months or twelve 
months” is yet to be tested. Durability of the policy is desir- 
able, but workability and coherence are a lot more important. 
It is a bit difficult to believe that the present policy will be 
operational without a ceiling being imposed on the amount of 
exchange earmarked for each particular item. Otherwise, one 
fails to see how the competing claims of the items put on the 
‘free list’? will be adjusted within the limits of available 
resources. Another snag in the devaluation-cum-free-import 
policy is that the national expenditure on imports instead of 
decreasing will drastically increase. Most of the industrial raw 
materials were being imported under cash-cum-bonus list. Their 
value in 1969-70 was Rs. 184.5 crores of 36.19 per cent of total 
imports. The import price of these materials will rise as the 
exchange rate for them has increased from Rs. 9 toa dollar 
to Rs. 11 to a dollar. The impact of devaluation on: the 
import of consumer goods is going to be adverse. According 
to previous arrangements it was under the free or licensable 
list that the very essential consumer items like medicine, capi- 
tal goods and approved projects and defence aquipments were 
imported and payment was made at the official rate of exchange 
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of Rs. 4.762 to a dollar. With devaluation those good, will now 
be imported at the new rate of Rs. 11.00 to $ 1 and thus our 
expenditure on imports will go up by about 130°/,. The 
devaluation, however, will bring some relief in case of those 
consumer goods which were importable under the bonus 
scheme and for which the exchange rate was Rs. 14: $1. Now 
essential goods like tea would be available at lower rates and 
the consumers will thus get some relief. But just as ‘one 
swallow does not make a whole summer,’’ we cannot expect 
that cheapening of tea will improve the over-all welfare pros- 
pects of the common consumer. 


Fall of East Pakistan : Economic Consequences 


Economic historians will take some time before they.can 
fully apprehend the economic consequences of the separation 
of East Pakistan. But the facts have already started speaking 
for themselves. The fall of East Pakistan, I think, has crippled 
the economy of Pakistan beyond redemption or recovery, unless 
of course Herculian efforts are undertaken on the national 
basis to restore the old strength and confidence. The outstand- 
ing blow due to East Pakistan tragedy has been the loss of a major 
share of our exports. The raw jute and jute goods contributed 
a share of about 40% to 50% to our total exports. Now this 
significant segment of our exports has gone away for ever. The 
following table makes the point clear: 
(See Table on Page 23) 

The table shows that for three years 1964—67, the share 
of raw jute was approximately 50% of our total exports of pri- 
mary products. Even though this share fell down comparatively 
for the years 1967—70, yet the contribution of raw jute to the 
exports of primary products remained in the range of 43% to 
48%. Similarly the share of jute goods in the export of manu- 
factures has been significantly high, eg. in 1965-66 this share 
was about 51% and in 1970-71 (July-February) it was again 
50% approximately. All these facts confirm the view that fall 
of East Pakistan has rendered irreparable losses to the economy 
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of Pakistan, so much so that even if Pakistan were to devalue 
the rupee by 200% (even though this step would have been both 
fanatical and fatuous),our exports cannot achieve the old levels. 
The separation of East Pakistan has hit us in another way. West 
Pakistan used to export goods and services worth hundreds of 
Crores of rupees to East Pakistan and in this way East Pakistan 
served as a large and lucrative market for the products of West 
Pakistan. To illustrate, in 1969-70, West Pakistan exported 
Rs. 165.2 crores of goods and services to East Pakistan, im- 
porting in turn Rs. 91.6 crore worth of merchandise—thus giving 
West Pakistan a surplus of Rs. 73.6 crores. It has also been 
pointed out that the quantum of West Pakistan’s exports to the 
Eastern wing as well its trade surplus grew rapidly. In the five 
years’ period between 1964-65 and 1969-70, the exports from 
the West increased by 93.9%, from Rs. 85.2 crores to 165.2 
crores. In the same period the trade surplus expanded by 

132.9 % from Rs. 31.6 crores in 1964-65 to Rs. 73.6 crores in 

1969-70. In the light of the above, the moral is quite clear. 
With the fall of East Pakistan and a complete halt to the trade 

between East and West Pakistan, West Pakistan will have to 
find new markets for Rs. 165.2 crores worth of goods and com- 

modities produced by it and find sources and suppliers for 

Rs. 73.6 crores worth of merchandise that it imported from 

East Pakistan. These statistics clearly iadicate the heavy de- 

pendence of West Pakistan’s, economy on the markets of East 
Pakistan and, therefore, the contention that ‘‘because of the 
comparative advantage held by Pakistan there are excellent 

foreign markets for raw cotton, foodgrain, cotton yarn and cot- 

ton fabrics produced in the West Wing’’! is fallacious and mis- 

leading. Let us face the reality plainly i.e. because of the 
high ineslasticity of demand of our exports and stiff competition 
from India, Japan and Hongkong, we can’t expect the new 
devaluation to perform miracles. It might help increase our 
exports marginally in the near future but it certainly can’t bring 


1, Burki, S.J, : “Our Economic Future—Pakistan’s Economy : Problems 
and Prospects,” in The Pakistan Times: May 13, 1972. 
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us hack the lost Eastern Wing. We with our own hands have 
killed the goose that laid the golden eggs. 


The fall of East Pakistan on the 16th December, 1972 hit 
the economy. of West Pakistan in another way. As the market 
of East Pakistan was lost and our exports worth more than 
Rs; £50 crores. could. not be sold, so our industry, manufac- 
turing and primary producing sectors suffered a slump. There 
was an increase in unemployment in West Pakistan as some of 
the factories closed down. It would be of interest to note that 
West Pakistan exported goods worth Rs. 138.54 crores to East 
Pakistan in 1968.69, Rs. 165.2 crores in 1969-70 and Rs. 112.06 
crores in 1970-71 (July-February). Imporis of West Pakistan 
from East Pakistan for these years were Rs. 87.13 crores, 
Rs, 92.34 crores and Rs. 65 86 crores respectively. How wauld 
we, adjust our exportable surplus remains the formidable pros 
blem for the planners and administrators in West Pakistan. One 
thing can be taken for granted, however, that the fall of East 
Pakistan may be one of the most powerful factors to force 
devaluation on the country, but devaluation itself can’t remedy 
the serious economic maladies which the country has come to 
suffer with the tragedy of disintegration. 


Fhe Production and Cost Behaviour 


The success of the current devaluation will ultimately 
depend’ upon the behaviour of production and prices. The 
present economic trends in the country, however, leave little 
room for optimism. Inthe mixed type of economy that’ we 
have in West Pakistan, the private sector still dominates and 
this sector is basically guided by the price-mechanism and the 
profit motives. At the present stage when the Western Wing 
is experiencing economic and political turmoil, the things are 
highly uncertain and unstable. The labour unrest all over the 
country has'been responsible for closing down a large number 
of industrial units and thus drastically curtailing the output. 
Furthermore the recent steps of the government to introduce 
state control in the private industrial sector has created 
an atmosphere of ‘‘distrust’’ im the mind of the: private 
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entreprenuers: The fear of nationalization constantly haunts 
the investors and as a result of this fear no new investment is 
forthcoming. The process of capital formation is almost at a 
standstill. I must give credit to economists like Agha M. 
Ghause who has put the present dilamma of the private 
enterprenuership in a beautifully phrased question mark : 


“State enterprise or socialism can be introduced without the 
luxury of class-hatred. If the labour discipline is poor aud pros 
fessional management is challenged and there is fear of nationali- 
zation, how can investment climate be improved’? ? 


The aura of economic and political uncertainty that sur- 
rounds the country is eating into the vitality and impetus of the 
private enterprise. Add to this the recent step of the govern- 
ment to raise the bank rate from 5°/, to 6°/,. This would also 
have adverse effect on the investing community because 
raising of the bank rate will restrict the amount of credit made 
available to the investors. The wages are also expected to go 
up and this will also add to the cost matrix of the private in- 
vestors. To conclude, therefore, we can say that the combined 
impact of the rise in the wage level, the bank rate and the 
price of imported industrial raw materials would work as a 
sort of constraint on the industrial capacity which is already 
being utilized only to the extent of 30°/, to 55°/,. It is ime 


rative for the government, therefore, to make a realistic 


pe 
assessment of the present economic conditions and to intro- 


duce those measures which can restore the business confidence. 
The alternative to the present impasse would be a complete 
nationalization of all the economic resources of the country and 
their utilization under a comprehensive central plan. Whichso- 
government may choose, however, the coun- 
the present situation of half-hearted 
If we continue with such an experiment 
an unknown magnitude. 


ever alternative the 
try must be brought out of 


and half-way compromises. 
we might iavite economic disaster of 


1. Ghause, Agha M. ‘Economic Realities After Devaluation” in 


Pakistan Economist, May 27, June 2, 1972. 
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The Problem of Debt Servicing 

With devaluation the problem of debt repayment and 
debt-servicing is going to become more serious and complex. 
The Finance Minister in his speach on 11th May, 1972 touched 
upon this problem and gave the latest figures. According to 
him on. March 31, 1967, Pakistan owed $ 1,753 million to 
foreign countries. By March 31, 1968, the debt increased to 
$ 2092 million, by March 1969 it reached the figure of $ 2,515 
million. and. by 1970 the debt stood at $ 3,381 million. The 
debt-inheritance of the new Government, according to the 
Finance Minister, was to the tune of $ 3,466 million. Pakistan 
will have to pay $ 270 million a year for debt-servicing only. 
The above figures definitely reflect a desperate situation. In 
terms of domestic currency, the national debt to foreigners 
stood at Rs. 17 billion—a mighty figure by all standards. Per- 
haps to do away with the inheritance of foreign debts, the new 
Government thought it wise to devalue the rupee. To the 
general surprise, however, the national debt has gone up from 
Rs. 17.00 billion to Rs. 38.00 billion. The question arises how 
can we meet our debt liabilities? The defenders of the de- 
valuation believe that we will repay through increased export 
earings caused by the new devaluation. But we have already 
seen the various constraints working upon the production and 
export sectors. Hence we can’t depend upon our export sector 
in this regard. Our exports would, at best, be just sufficient to 
finance our imports. The second alternative can be the one 
suggested by the President himself: ‘‘We won’t pay.’’ This 
alternative, however, is wrought with serious consequences 
and does not sound feasible, for this reminds me of 
Polonius advising his son Laeretes in Shakespeare's 


‘‘Hamlet”’ : 
Neither a borrower nor a lender be ; 
For loan oft loses bcth itself and friend, 
And borrowing dulls the edge of husbandry. 


Now that the rupee is devalued, the J. M. F. has reacted 
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favourably to the foreign exchange requirements of the country. 
The I. M. F. authorities have announced a number of con- 
ceésions, to the Government of Pakistan. Immediately after 
the devaluation we got the news of a standby credit of $ 100 
million. On May 26, the International Consortium agreed 
to provide short-term debt-relief to Pakistan equivalent to 
$ 234 million (€ 90 million) over a period of 26 months ending 
June 30, 1973. Member countries of the Consortium also 
agreed to provide additional support to Pakistan primarily in 
the form of commodity aid to the tune of $180 million. All 
these measures would put at the disposal of the government 
additional foreign resource to the tune of Rs. 560 crores. The 
new moratorium on debt payment and the additional aid can 
provide us some relief but ultimately we shall have to depend 


upon own our means and resources to finance our economic 


development. 
Price Hikes and the Common Man 

A degree of price rise always follows in the wake of 
devaluation. Hence the general price level must rise in Pakistan 
too, now that the rupee is devalued. Prices of consumer goods 
and durable consumer goods were already soaring up io 
Pakistan. The inflationary pressure has been caused by credit 
expansion, excessive increase in the money supply through 
deficit financing and production bottlenecks. The general rise 
in prices can be gauged from the fact that the wholesale index 
which stood at 95.6 in 1957-58 rose to 128.6 in 1968-69, taking 
1959-60 as the base period. The increase of 33 points over 10 
year was highlighted in the prices of food items. The food 
price index stood at 92.8 in 1957-58 which increased by 41.9 
points to 134.7 in 1967-68. The rise in prices after 1967-68 
was more pronounced. The general index of wholesale prices 
for the period July to February 1970-71 stood at 141.91 and 
the food price index had shot to 145.39 for the same period. 
Now comes in the devaluation which is goingto accentuate 
the inflationary spiral and hit hardest the poor, the salaried 
men and the middle class. Under the present situation of 
income distribution when the national income is virtually 
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concentrated in the hands of traditional twenty-two families, 
devaluation is certainly not going to help in the “creation of an 
egalitarian society through better distribution and by creating 
opportunities for all,’ as has been professed by the Finance 
Minister in his speech on devaluation. As regards the common 
man, devaluation is certainly going to add to his poverty 
because of higher prices and reduction of the purchasing power 
of the money that he has got. ' 

The question before us is not whether price will rise due 
to devaluation or not. The evidence is there that gives the 
answer in an affirmative which is incontrovertible. The real 
question, however, before us is: By what percentage are 
prices going to rise both in the short-term and in the long- 
term period ? It is fairly difficult to predict with accuracy, 
but the immediate reaction of prices after devaluation was 
sharp. The price of gold shot-up to Rs. 245 per tola in the 
bullion market in the trading that followed the devaluation of 
rupee. The Karachi bullion market which closed at Rs. 212 per 
tola in the afternoon of May, 11, 1972, opened after the 
devaluation announcement and the prices spiralled up to 
Rs. 245 which later on came down to Rs. 235—238 per tola, 
Now a rise in the price of gold—the yellow metal with the 
‘mysterious lustre’, is the indirect indicator of the general 
and ubiquitous price rise. The reports in the daily paper 
keep us abreast with the latest changes in the price level. A 
random survey carried out by ‘‘The Pakistan Times’’ recently 
indicated that the prices of different textile fabrics had been 
raised from 15 to 30 per cent. Similarly the prices of drugs 
and medicines registered a rise of 15 to 20°/,, despite the 
Government’s assurances that prices of drugs and mediclnes 
would not be allowed to increase. Prices of all goods imported 
on cash-cum-bonus list are expected to rise by 25 to 30 °/5. Such 
a list included items like electric motors, electric meters, 
transformers, textile spares and hundreds, of other items which 
are indispensable for industrial purposes. The prices of some 
46 articles whose import was banned last year have also 
jumped up. They include refrigerators, air-conditioners, 
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television sets, fountain pens, stationery, razor, portland 
cement etc. . - 


The most pathetic case is that of imported books and 
journals. The book-sellers were selling them at conversion 
rates of Rs. 12. dollar and Rs. 30 a pound since their im port 
was put on cash-cum-bonus list last year. With the new rate 
of Rs. 11 to a dollar the prices of imported book would not be 
affected much. The students of engineering, medicine, social 
and physical sciences etc. thus have to bear undue bardships 
because of forbidding prices of imported books. It requires 
almost a fortune to buy an imported book so much. so that 
finding someone sclecting books from a book-shop I readily 
deduce that the buyer must belong to the ‘‘traditional 
twenty-two’s.”” | 

Furthermore devaluation has severely hit those families 
who have had their children studying in foreign universities. 
With the new rate of exchange the educational expenditure of 
the students abroad wolud increase by more than 100°/,. The 
increase in the P.I.A. fares is going to serve as a disincentive to 
students proceeding abroad for higher education. Our countfy 
is badly needing the technical-know- how, the trained personnel, 
management skills and other modern methods of production 
and the new ideas of planning and development. Devaluation 
going to make these essential technical skils all the more 
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POLICY MEASURES AND CONCLUSION | 


In the earlier discussion an attempt has been made to 
assess the multifarious problems which the planners and 
economists of the country will have to face in order to make 
devaluation an effective policy measure for solving the balatice 
of payments difficulties etc. It must be emphasised, however, 
that devaluation would touch the surface of the malaise of 
the Pakistan economy, which seems to be much more 
deep-seated. Our real problems are those of growth 
and productivity. Our long-drawn development effort 
through economic planning with the initiation of the First 
Five Year Plan (1955-60), has belied our national economic 
objectives and has augumented the miseries “of the common 
mar rather than relieving them. Our economic Planning has 
met frustration because of basic inconsistencies and anomalies, 
Despite an expenditure of billions of rupees undertaken 
during the various Five Year Plans, our problem: still renrains 
not only that of ‘‘vicious circles, but of vicious circles within 
vicious circles and of interlocking vicious circles’, as Professor 
Singer has put it. 

Unlike planning in Pakistan, the Indian planning methodo- 
logy, from the very beginning, was sound and realistic; It is 
because of down-to-earth approach in planning that India 
today has assumed a position of a world power aad is almost on 
the threshhold of becoming a muclear power. India complet- 
ed the “‘take off’ stage long ago. It is able to produce not only 
tanks, jets, naval ships but also the mast sophisticated elect. 
ronic equipments which are considered a part and parcel of 
thodern warfare. This can easily be judged from a report on 
Indta’s budget for 1969-70, presented to Parliament on February 
28, 19691. The budget speech by the Finence Minister clearly 





i. Shenoy, B. RA. ‘‘Assessing. Tie Iadian Economy” in the Banker : 
‘May, 1969, 
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indicated that the economic sinews of India have achieved 
strength and maturity. His speech dwelt hopefully on the 
‘new dynamism in agriculture’ the ‘revival in transport activity 
and trade’, the distinct signs of ‘industrial revival’, the re- 
markable increase in exports’, the halt in the ‘depletion of the 
foreign exchange reserves’, the ‘restoration of price stability’ 
and the ‘renewed interest in the equity market on the part of 
the genuine investors’. The Finance Minister viewed the years 
a head ‘with a measure of confidence’. And now that India has 
turned our Eastern Wing into a colony and thus got a flourish- 
ing market there, the Indian economy will get a big boost in 
the immediate future. India in fact is already reaping a rich 
harvest today because the Indian planners like P.C. Mahala- 
nobis and A. K. Sen etc. who have earned world fame, sowed 
the right type of seeds in the Indian soil. Like the framers of 
the First Five Year Plan of Russia (Pytiletka— 1928-33), the 
Indian economists gave top priority to the establishment 
of basic and heavy industries. That explains why the Indian 
economy today is so viable and stable. The planners of 
Pakistan’s economy have a lot to emulate from the Indian 
experience of planned economic development. Without 
establishing basic industries, our country can achieve neither 
economic self-sufficiency nor political independence. 


The restructing and reforming of the economy even 
though a long-term measure must be undertaken as an integral 
part of the overall strategy of planning and development. 
Anyway if devaluation is to achieve a degree of success certain 
fiscal, financial and monetary measure must be adopted without 
losing time. A comprehensive treatment is not possible, but a 
few suggestions can be given in a succinct manner : 


(i) Inflationary pressures in the country must be checked. 
A Board for the control of prices should be imme- 
diately established with vast powers to enforce price 
stability. The Board’s jurisdiction should be extended 
so that it can tackle the problems of smuggling, 
hoarding, black-marketing and monopolising etc. 
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(ii) Deficit financing must come to end as a method of 
financing economic development. Printing more 
money at random and putting it into circulation must 
be stopped. 

(iii) The government should define explicitly the categories 
of ‘essential imports’? and ‘‘non-essential—imports”’. 
Having done this the later category should be com- 
pletely banned with immediate effect. The industrial 
raw material must be made available to the industrial 
community at stable and cheaper rates. If possible 
pre-devaluation exchange rate should be made effective 
for the imports of industrial raw materials. 

(iv) Expenditure on non-productive projects and extrava- 
gant activities must be drastically cut. Those pro- 
jects which have a short gestation period and which 
can utilize the maximum domestic inputs should be 
installed. 

_ (v) The wage- profit relationships between the industrialists 
and the workers must be clearly defined. All attempts 
must be undertaken to restore industria! peace and 
discipline without which no real industrial growth is 
feasible. 

(vi) Those official policies must be introduced which may 
force industry to become more competitive by reduc- 
ing its Cost-structures. It is only through greater 
efficiency and productivity that our exports, can com- 
pete in the international markets. 

(vfi) Our tax-structure must be overhauled as early as 
possible. The old malady of tax evasion must be 
remedied and all the tax-liabilities must be realized in 
full. The tax burden must be borne according to the 
principle of capacity to pay. . The rich and the privi- 
leged classes must contribute a significant portion of 
their amassed wealth to the national exchequer. Let 
the poor and middle-class be spared the agony of 


additional taxation in the new budgets. 
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se be more than 50% to 


(viii) The government must subsidi 
ent pursuing their studies 


those students whoare at pres 
in the foreign universities and colleges. The ambi- 


tious, talented and deserving students should be given 
maximum support and facilites to undertake advanced 
studies abroad. That is the only way we can keep the 
wheels of industry running in our country. 

(ix) Those fiscal and economic policies should be disconti- 
nued which were earlier designed to encourage capital 
formation in the large-scale commercial-ind ustrial 
sector in the cities, necessarily at the expense of both 
the countryside and the urban poor. The present 
‘dualistic nature’? of the economy must be reformed 
by investing more in the rural and agricultural sectors. 

(x) A comprehensive plan must be drawn to utilize our 
large reservoir of unemployed manpower. If we can 
fully use our total manpower potential, we can become 
a dynamic and formidable nation. } 

(xi) Austerity and frugality must be adopted in every walk 
of life. . 

Unless this is done, some economist has rightly pointed 
out, the peculiar Pakistani brand of inflationary pressures — 
excess of money in very few hands and benefits of urban 
economic activity going only to a small urban minority—— 
will go on producing familiar results : Low purchasing power 
of the rupee, consequential fall in the rupee’s external value, 
flight of capital for financing smuggling of goods, social ia- 
equalities and unrest, the loss of export capability while 
propensity to import goes on increasing and the rest of it. 

Under the present circumstances, therefore the large deva- 
luation of the Pakistani rupee appears to be less of a remedy 
and more of symp'om of a stagnant, decayed and worn- out 
economic system of the country—calling for structural 
reforms, not spurious ones. 


Se, 
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